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Legislative leaders from the pro-business Partido Accion Nacional (PAN) have set aside efforts to
push for constitutional changes that would open the electrical-power sector to private investors. The
decision was reached during a meeting between legislators Felipe Calderon Hinojosa and Diego
Fernandez de Cevallos and two key members of President Vicente Fox's Cabinet, Energy Secretary
Ernesto Martens Rebolledo and Interior Secretary Santiago Creel Miranda.
The PAN decision is based on strong opposition from all other parties to constitutional changes.
Instead, the center- right party decided to work closely with other parties to reach a compromise
on an initiative to reform the electrical- power sector through existing legislative avenues. The
electricity-reform initiative will probably be considered at a special legislative session, expected
sometime in July. "The PRD and the PRI have developed some proposals that would encourage
the participation of private capital in the electrical-power sector without the need for constitutional
reform," said PAN Sen. Juan Jose Rodriguez Pratts, chair of the energy committee (Comision de
Energia) in the upper house.

Congress prepares to discuss electricity reforms
The Senate has already taken some preliminary steps that would eventually lead to a full discussion
of electricity reforms. In late May, members of the Senate's energy committee and the constitutional
issues committee (Comision de Puntos Constitucionales) created four working groups to analyze
several aspects of electricity privatization. The committees plan to hear testimony from government
officials and international experts, including representatives from the World Bank and the UN's
Economic Commission on Latin America and the Caribbean (ECLAC).
In the Chamber of Deputies, the coordinators of the four major political parties met to lay the
groundwork for future discussions. "We basically drafted a list of 30 relevant issues that will serve
as a basis for future meetings," said PAN Deputy Calderon Hinojosa, who met with counterparts
Marti Batres of the PRD, Beatriz Paredes of the PRI, and Bernardo de la Garza of the Partido Verde
Ecologista Mexicano (PVEM).
Calderon said legislators would take whatever time is necessary to develop legislation, even if this
means foregoing a special session in July and holding the full discussion during the next ordinary
session that begins Sept. 1. "I believe we can make great advances without seeking confrontations
on the constitutional question," said Calderon.
Still, debate over electricity reforms is expected to be heated because of party differences on
whether any further private investment should be allowed in the electrical-power sector even
without constitutional reforms. Many PRD members oppose any new openings to private investors.
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"This is a strategic sector for our country," said PRD Deputy Rosario Tapia. "Therefore, we must
not allow any more private capital than is currently permitted." The PAN and supporters in other
parties argue that the government does not have the financial resources to construct the necessary
infrastructure to meet growing energy needs.
Energy Secretary Martens said the Fox administration has drafted several initiatives for electricity
reform, some that assume constitutional changes and others that work within the existing legal
framework. "Our Congress is clear it does not want to consider an electricity reform that involves
changing the Constitution. We will look for solutions, within the limits [Congress] has set, to
guarantee that Mexico has energy," Martens told reporters.
The PAN position is supported by the private sector. In a recent report, Grupo Financiero
BBVA-Bancomer projected a 6% annual growth in Mexico's demand for energy, which would
require investments of US$31 million. Some business leaders like Javier Prieto, president of the
Confederacion de Camaras Industriales (CONCAMIN), have proposed that the government boost
the electricity sector by creating private-public partnerships. Confusing court ruling endangers
private program Prieto's proposal could run into legal difficulties because of a recent decree from
Mexico's highest court (Suprema Corte de Justicia de la Nacion, SCJN).
In a confusing interpretation of a recent decision, the court ruled that an existing program that
allows private parties to produce electricity for their own use violates the Mexican Constitution but
is not illegal. Under the program (Produccion Externa de Energia, PEE), private energy companies
are allowed to construct plants for their own use or for sale to other private entities. The PEE also
created a mechanism for plants to sell a limited amount of electricity to the state utility companies
Comision Federal de Electricidad (CFE) and Luz y Fuerza del Centro (LFC).
In 2001, President Fox attempted to increase the amount of electricity sold by PEE participants to
the state. Congress complained that Fox's plan was actually a backhanded scheme to privatize the
electrical-power sector and filed a legal challenge before the SCJN (see SourceMex, 2001-07-15).
In a ruling handed down in May, the court agreed with the Congress that Fox's plan was
unconstitutional because the president was usurping powers normally reserved for the legislative
branch (see SourceMex, 2002-05-01). In the latest interpretation of the decision, announced at the
end of May, the court ruled the PEE is unconstitutional but legal under existing laws.
Energy-industry expert David Shields said the confusion is the result of hasty decisions taken during
the administration of former President Carlos Salinas de Gortari. Salinas pushed through legislation
to allow the creation of the PEE without first seeking the appropriate changes to the Constitution.
"The law, rather than the Constitution, is in line with Mexico's commitments in the energy chapter
of the North American Free Trade Agreement (NAFTA)," said Shields, a columnist for the Mexico
City daily English-language newspaper The News.
Shields said the court's decision allows the PEE to continue as long as the existing law remains in
place. The concern, he said, is that some PRD and PRI members, in their zeal to block efforts by the
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Fox administration to privatize the electrical sector, will push to change the existing law to conform
with the Constitution, which would severely hamper the PEE program.
This concern was confirmed by PRI Sen. Manuel Bartlett Diaz, who told reporters the Congress
would have no choice but to closely examine concessions awarded under the PEE. "These were
granted under guidelines that have been ruled unconstitutional," said Bartlett. Any changes will
have a major impact on a range of foreign and domestic companies, including the state-run oil
company PEMEX and European-based Electricite de France, Iberdrola, and Union Fenosa.
Martens, attempting to ease concerns about the SCJN ruling, said the Fox administration believes
the court decision and any subsequent ones should have very little direct impact on existing
contracts signed under the PEE.
Still, the industry remains very concerned because the court decision could reduce the ability
of companies to obtain credit or receive favorable terms on loans. "The banks are viewing the
court decision as another risk factor," said Eduardo Andrade Iturribarria, president of Asociacion
Mexicana de Empresas Electricas (AMEE). Andrade said this lack of certainty will reduce private
participation in the electrical sector, which will hamper the government's goal of developing the
necessary infrastructure to meet Mexico's electricity needs. (Sources: La Cronica de Hoy, 05/29/02;
Agencia de Noticias Proceso, 05/28/02, 05/30/02; Notimex, 05/30/02; Novedades, 05/27/02, 05/30/02,
05/31/02; The News, 05/29/02, 05/31/02; El Financiero, 05/29-31/02; Reuters, 06/01/02; Milenio Diario,
05/27/02, 05/29/02, 05/30/02, 06/02/02; La Jornada, 05/29/02, 05/30/02, 05/31/02, 06/03/02; Reforma,
05/29-31/02, 06/03/02, 06/04/02; El Universal, 05/29-31/02, 06/03/02, 06/05/02)
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